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Connecticut’s gasoline tax policy is a mix of local history, market
conditions, and state politics.  Spurred by a local tragedy in the
early 1980s, political leaders boosted the gas tax to fund road
improvements.  Now, with better roads and higher prices at the
pump, the gas tax has been cut 14 cents a gallon, nearly 36%,
since 1997.  Will further cuts benefit consumers?
In June 1983, a chunk of I-95 fell 75 feet into Fairfield
County’s Mianus River, killing three and injuring as many.  A
decaying road network suddenly became more than a nuisance.
An earlier issue (Fall 1999) described the response—a multi-bil-
lion dollar program to upgrade Connecticut’s roads and bridges.
By 2000, roughly $11.5 billion had been invested.  
How did the state finance these improvements?  Federal subsi-
dies eased the way, but Connecticut still had to ante up its
share.  Back then, the state had no broad-based personal income
tax, so it relied heavily on the general sales tax.  Further increas-
ing the 7.5% sales tax—then among the nation’s highest—might
have added little revenue if consumers responded by purchasing
goods in states with lower sales taxes.  
Gasoline taxes faced similar potential problems.  But evidence
that gasoline demand was not very responsive to price increases,
at least in the short-run, may have reduced border-crossing wor-
ries.  Besides, many viewed the gas tax as a “user fee” and thus
the best source of highway funds.  So legislators initiated a
series of gas tax increases, as shown below.
During the early 1980s, when Connecticut’s gas tax was flat,
at 11 cents a gallon, revenue also remained flat—about $150 mil-
lion per year.  Subsequent rate hikes continued through FY97,
boosting yearly collections to $542 million.  Cuts in the tax, from
a peak of 39 cents in FY97 to 32 cents in FY99, quickly trimmed
revenue to $490 million in FY99.  Final figures for FY00 are not
yet available, but revenue will likely fall below FY99 levels.  On
July 1, 2000, the tax dropped further, to 25 cents.  Based on past
data, $360-365 million would be a reasonable revenue projection
for FY01, assuming the new rate holds until next July. 
But just how essential are gas taxes?  Given past limitations
on using general fund revenue for transportation, higher gas
taxes may have been necessary to jump-start major highway
improvements.  Yet, in relative terms, gas taxes have dwindled.
In FY80, they accounted for 9.1% of total state taxes.  Despite
increases in both the rate and associated revenue, the share fell
to 6.7% in FY97.  Subsequent reductions in the rate and revenue
have further cut the share to 5.4%.  The gas tax is visible to
consumers, especially when it causes conspicuous price gaps
with bordering states, but it has faded as a revenue source in an
economy where income, retail sales, and other taxable transac-
tions have outpaced the volume of gasoline pumped.  Still, there
may be other reasons to tax gasoline.
Other Motives
Some officials advocate further cutting or even repealing the
Connecticut Motor Fuels Tax.  National leaders have discussed
doing the same to the 18.4-cent per gallon federal tax.  If enact-
ed, such cuts would please many consumers: a national poll last
March indicated that nearly 60% favored eliminating the federal
gas tax.  Combine the popular appeal of lower prices at the
pump with the declining revenue importance of gas taxes, and
you have an issue that is equally popular with politicians.  
But gas taxes are more than a revenue source.  By affecting
market prices, gas taxes influence the volume of travel and its
unwanted by-products.  Market conditions shape these out-
comes.  In particular, the less buyers and sellers react to gas
price changes, the more a tax cut will reduce prices without
greatly increasing consumption, road congestion, and emissions.
We might hope for these conditions, where tax cuts would trim
consumers’ fuel costs without clogging our roads or seriously
damaging air quality.  But such conditions exist more in the
short-run than in the long-run. 
Time Matters
Ever wonder why Europeans own fewer vehicles, drive small-
er cars, ride more trains, and commute shorter distances than
Americans?  It’s not simply a matter of lower incomes, different
tastes, or mass-transit subsidies, though all play a role.  Often
paying prices of $5 per gallon—mostly due to higher taxes—
Europeans have made long-run adjustments in the number,
types and fuel-efficiency of vehicles, car-pooling habits, available
modes of travel, and even homesites and worksites.  
Studies of the price-sensitivity of gasoline buyers and sellers
generally ignore such long-run adjustments, concluding that
“prices don’t greatly affect how much we drive” and that gaso-
line inventories limit supply responses to price changes.  Again,
these are the conditions that make gas tax cuts sensible, but
they exist primarily in the short-run.  Greater long-run price
responsiveness, on the part of sellers and buyers, means that
large tax cuts might barely trim gas prices, while significantly
raising gas consumption, emissions, and road congestion by
encouraging wasteful driving habits, oversized and overpowered
vehicles, and inefficient location patterns.  With Southwest
Connecticut’s road congestion and emissions problems, and the
State’s desire to attract more tourists, this environmental “down-
side” of gas tax cuts warrants consideration.  
Is Less Better?
Establishing sound gas tax policy in a small, densely populated
state can be complex.  Tax rate changes trigger changes in prices,
fuel use, tax collections, environmental conditions, and even the
tax policies of neighboring states.  Connecticut’s decision to
boost gas taxes in the wake of the Mianus River Bridge collapse
was the quickest way to launch a massive road improvement pro-
gram.  Today, with a more stable mix of general taxes, a robust
economy, and a healthy budget surplus, the need to retain high
gas taxes is being questioned.  But, taking into account long-run
responses, gas taxes may yield environmental benefits that
should enter into policy discussions of the appropriate tax rate.
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